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| Margin Compression Widens Loss 


SAR 59 

12-Month Target price 


Buy 

Recommendation 


Ma’aden announced encouraging 2Q19 revenues, driven by phosphate volume, but wider than 
expected loss of SAR 590 min vs our SAR 240 min estimate. EBITDA margin compressed 
dramatically to 31% from 53% in year ago period, on fixed cost-to-production mismatch. Outlook 
for core products (phosphate, aluminum) appears neutral to negative in 2H19, creating potential 
for full year loss. Shares have cooled-off from index flow tailwinds and trade 15.3x 2020E 
EV/EBTIDA vs peer average 6.7x. With the 2 nd tranche of MSCI EM implementation around the 
corner we expect shares to rise from current level. Maintain Buy and SAR 59 target price. 

Phosphate volume pushes revenues higher 

Total revenues positively surprised at SAR 4,301 min (+26% Y/Y) versus our SAR 3,849 min 
forecast. Gold volume remained below forecast at 85k oz vs our 99k oz estimate however the 
realized price was slightly higher at $1,315. Management expects gold volume to recover as 
current figures are impacted by low grade region at Ad Duwayhi. Phosphate was the key driver as 
volumes increased +15% sequentially with WAAS running at 75-80% nameplate capacity. 
Yearend target is to reach c. 95% suggesting further volume gains in 2H19. Aluminum sales 
(comprising primary, alumina and flat-rolled product) were SAR 1.8 bln, slightly higher than our 
SAR 1.6 bln forecast. Outlook for aluminum hinges on global growth (once again revised lower by 
IMF) and simmering trade dispute. Recent media reports indicate physical premium of $400/t 
out of which $192 is attributed to U.S. tariff. 

EBITDA margin shrinks to 31% from 53% year ago 

Raw material costs trimmed to SAR 1.4 bln from SAR 1.9 bln in prior quarter on lower caustic soda 
and pitch. However, consolidated EBITDA margin declined to 31% from 53% last year and 33% 
in prior quarter. This may be a result of lower gold volume, below full capacity operation in WAAS 
and MRC drag in aluminum. 

Lower SAIBOR could provide financing cost relief 

We note that 3M SAIBOR has shed 32 bps YTD and could potentially provide financing cost relief 
in 2H19 considering that 87% of Ma’aden’s debt is floating and 52% SAR denominated. 
Nonetheless, earnings outlook for the remainder of the year appears bleak on substantially wider 
than expected loss in 2Q19 at SAR 590 min vs our SAR 240 min loss estimate. 

Meridian acquisition to expand distribution in Africa 

The $140 min Meridian acquisition (85% stake) is expected to close in 2H19, allowing 
Ma'aden to expand phosphate distribution into Africa. Headquartered in Mauritius, Meridian 
distributes c. 0.5m tonnes across four countries (Malawi, Mozambique, Zimbabwe and 
Zambia). Currently, Ma’aden utilizes SABIC’s distribution network, in return for S&M fee - 
with this acquisition, the Company may be moving towards more self-reliance which could 
ultimately yield some cost efficiencies. 


Ma'aden (SAR min) 

2Q19 

2Q19E 

2Q18 

Y/YChg 

1Q19 

Q/Q Chg 

Variance Consensus 

Revenues 

4,301 

3,849 

3,416 

26% 

4,241 

1% 

12% 4,247 

Gross profit 

515 

593 

1,240 

-58% 

493 

4% 

-13% 

Gross margin 

12% 

15% 

36% 


12% 



EBITDA 

1,310 

1,244 

1,846 

-29% 

1,386 

-5% 

5% 

EBITDA margin 

30% 

32% 

54% 


33% 


0% 

Operating profit 

193 

317 

1,045 

-82% 

252 

-23% 

-39% 

Operating margin 

4% 

8% 

31% 


6% 


0% 

Net income 

(590) 

(240) 

630 

n.m. 

(253) 

n.m. 

(129) 

Net margin 

n.m. 

n.m. 

18.4% 


n.m. 


n.m. 

Attr. EPS (SAR) 

(0.21) 

(0.17) 

0.44 

n.m. 

(0.11) 

n.m. 

(0.11) 


I Stock Details 

Last Close Price 


SAR 

46.75 

Upside to target 


% 

26.2 

Market Capitalization 

SAR min 

54,626 

Shares Outstanding 


min 

1,168 

52-Week High 


SAR 

59.60 

52-Week Low 


SAR 

40.90 

Price Change (YTD) 


% 

(5.2) 

3-Mth ADTV 


thd 

1,505 

EBITDA 2019E 

SAR min 

6,654 

Reuters / Bloomberg 

1211.SE maadenab 

1 SAR min 

2018 

2019E 

2020E 

Revenues 

14,171 

17,101 

16,633 

Gross Margin 

36% 

24% 

25% 

EBIT 

4,024 

2,717 

2,702 

Oper Margin 

28% 

16% 

16% 

Net Income 

2,246 

101 

(6) 

Net Margin 

16% 

0.6% 

n.m. 

Attr EPS (SAR) 

1.58 

0.07 

(0.00) 

DPS (SAR) 

- 

- 

- 


Price Multiples 



2018 

2019E 

2020E 

P/ E 

24.3x 

n.m. 

n.m. 

EV/EBITDA 

15.2x 

15.3x 

15.3x 

P/S 

3.9x 

3.2x 

3.3x 

P/B 

1.5x 

1.5x 

1.5x 


1-Year Share Performance (rebased) 
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Research and Advisory Department 


Rating Framework 


BUY 

Shares of company under coverage in this report are expected to outperform relative to the sector or the broader market. 

HOLD 

Shares of company under coverage in this report are expected to perform inline with the sector or the broader market. 

SELL 

Shares of company under coverage in this report are expected to underperform relative to the sector or the broader market. 


Saudi Fransi Capital 

Call Center | 800 125 9999 
www.sfc.sa 

Commercial Registration | 1010231217 


Research and Advisory 

P.O. Box 23454 
Riyadh 11426 
Saudi Arabia 
Head Office | Riyadh 

research&advisory@fransicapital.com.sa 


Saudi Fransi Capital is authorized and regulated by the Capital Market Authority (CMA) License No. 11153-37 
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Disclaimer 


This report is prepared by Saudi Fransi Capital (“SFC”), a fully-fledged investment firm providing investment banking, asset 
management, securities brokerage, research, and custody services. SFC, and its affiliate, might conduct business relationships with 
the company that is subject of this report and/ or own its security. 

This report is based on current public information that we consider reliable, but we do not represent it is accurate or complete, and it 
should not be relied on as such. Accordingly, no representation or warranty, express or implied, is made as to, and no reliance should 
be placed on the fairness, accuracy, completeness or correctness of the information and opinions contained in this report. 

This report is intended for general information purposes only, and may not be reproduced or redistributed to any other person. This 
report is not intended as an offer or solicitation with respect to the purchase or sale of any security. This report is not intended to take 
into account any investment suitability needs of the recipient, in particular, this report is not customized to the specific investment 
objectives, financial situation, risk appetite or other needs of any person who may receive this report. SFC strongly advises every 
potential investor to seek professional legal, accounting and financial guidance when determining whether an investment in a security 
is appropriate to his or her needs. 

To the maximum extent permitted by applicable law and regulation, SFC shall not be liable for any loss that may arise from the use of 
this report or its contents or otherwise arising in connection therewith. Any financial projections, fair value estimates and statements 
regarding future prospects contained in this report may not be realized. All opinions and estimates included in this report constitute 
SFC’s judgment as of the date of production of this report, and are subject to change without notice. Past performance of any investment 
is not indicative of future results. The value of securities, the income from them, the prices and currencies of securities, can go down 
as well as up. An investor may get back less than what he or she originally invested. Additionally, fees may apply on investments in 
securities. Changes in currency rates may have an adverse effect on the value, price or income of a security. No part of this report may 
be reproduced without the written permission of SFC. Neither this report nor any copy hereof may be distributed in any jurisdiction 
outside the Kingdom of Saudi Arabia where its distribution may be restricted by law. Persons who receive this report should make 
themselves aware of, and adhere to, any such restrictions. By accepting this report, the recipient agrees to be bound by the foregoing 
limitations. 
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